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Weekly Intelligence Surmary No, 23 : )
SECTION I. SIARY OF TRENDS AND DEVELOPMENTS

Czechoslovakia has become the principal source of supply &nd
the main operational bage for certain US aircraft operators, whose
clandestine air operations to Palestine, transporting war materieol,
are. still increasing. The Czechoslovak Government is participat-
ing in the contraband traffic by providing arms, ammunition and
fipghter aircraft for transport by air to Palestine. It 18 also
making available airfield facilities, Security Police guards and
other personnel, and ia parmitting US personnsl to enter the
country without visas. :

Although clandestine air transport oparations of Service
Airways have been terminated in Panema, 1% appears thet a new front
organization has been established in Mexico and that Mexico has
now replaced Panama as the Western Hemisphere base of these
¢lendestine operations.

Despite the fact that the UK itself has purchased Canadian
four-engine transport aireraft, in recognition of the inadequacy of
present British transports, it is still exerting pressure on the
Dominions to buy aireraft of British manufacture, ‘

Greatly incrensed operating costs, due to China's currency inflation,
have foreed the two Chinese Govarmment-controlled airlines to make drastic
reductions in their services. Thie will seriously affect commmunication
between Nanking and outlying parts of China as well as curtail airlift
support of the Hationalist Army. '

A semi-offieial French agency has agreéd to supply at least ten
emall aircraft which could be used for military tranaport, to the
Bulgarian Government,

The USSR is taking full edvantage of its dominant voting poaition
at the Danube Conference in Belgrade to override the West., Soviet
disregard of the US~UK~French positions may force the West to consider
withdraval from the Conference and establishment of a separate regime
for the upper Danube. :
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Chinese shipping continues to deteriorate, and meny companies
have ceased operations. This may advarsely affect tho chance that
Chinese inland waters will be opened to US=flag vessels.

The UK policy of removing and scrapping vessels .salveged off
the Britich zone of Germdny is being protested by US euthorities
in Bizoniao

.
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) SECTION II.  CURRENT DEVELOR-ENTS )
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The scope_of clandestine sir operatiocns to tine
to be gtill inereasins. Furthermore, the involvement of certain US

airline operators with foreign Commnist organs in these activitios'
has now baen poaitively confirmed.

‘ Czechoslovakia has become the principal source of supply and
' ' the nain operational base for the extensive underground organization
engaged in the clandestine eir transport of war materiel to Palestine.
The extent of the Czechoslovak Government's participation in these
operations 4s indicated by the following facts:

1.} The Czechoslovak Govermment has made available airfield
facilities st Zatec (a military installation} and Brno, at which
SEKVICE AIRWAYS, its Panemanien subsidiary LAPSA, and other US air
carriers have established operational bases.

2.) The evidence indicates that erms, amrmnition and bombs have w
been provided by Czechoslovakia for transpart to Palestine, presumabe-
1y from the Skoda munitions works at Pilsen (about seventy kilometers
from Zatec) and the Zbrojovka armament works at Brno.

3.) ME-109 fighter aircraft have been flown by Czechoslovak
. pilots to Zatec, where they have boen disassembled and loaded for
' transport in US-owmed aircraft.

4.) The Commnist~dominated Czecheslovak Security Police have
protected all US aireraft from observation, by means of constant heavy
guards,when not in flight and have supervised the loading of aircra.ft
by Czechoslovak laborers.

5.) US maintenance and flight personnel engaged in these
operations are permitted to enter the country without visas when
traveling on aircraft of LAPSA or Czechoslovek Airlines. In some
cases, "visitor's permits” are issued by Czechoslovak authorities,
In all instances, it appears that the US passports of such personnel
are teken up by the Czechoslovek police upon entry. It is not yet

Imown vhether the passports are boing withheld by the Czeshoslovek
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Goverrment or by the local directors of the clandeatine operations,

as a means of controlling their personnel., However, LAPSA officials have
restricted thelr personnel to the environs of the alrport base on thae
grounds that proper visas have not been obtained and with direet or
implied threats of arrest by Czechoslovek police if they attempt to
proceed beyond Zatec, :

The apparent motive of the Czechoslovak Government in
for the entry of US persomnel without visas is to withhold information
concerning these clandestine operations from Czechoslovak diplomatic
nissions abroad, many of vwhich are still steffed wvith officisls assigned
prior to the Commmiat coup and of doubtful loyrlty to the new regime.

The recent action of the Italian Govermment in intercepting and
impounding several contraband zir shipments has resulted in the
increased use of a well-established operating base at Ajaccio, Corsica
as a transit point enroute from Czechoslovokia to Palestine. French
controls over in-transit aireraft ueing Corsican fasilities appear to
be negligible. It is not knowm that the US has made representations
to the French Government concerning the use of Corsican flelds in this

s traffic, . .

The pattern of clandestine air transmort operations in the Weatern .
Hemisphere has recently bsen sltered. For several months early in 1948,
the US-ocuned Service Alrways opsrated through a Panamanian subsidlary

airline Lineas Aereas do Panama (LAPSA) in order to facilitate evasion
of US controls over the exportation of implements of war, including
aireraft, to Palestine. At least one Constellation and nine C-46
transport aircraft are known to have reached Panama under the register-
6d ownership of LAPSA; These aireraft are now believed to be in Europe,
operating shuttle flights transporting arms, earmunition and disassembled
fighter aircraft from Czechoslovekia to Palestine. Although LAPSA's
Panananian registrations are still in effect, the organization appears
to have terminated ite Panamanian operations in June, possibly due to
an impending investigation by the Panamanian Govermment at US
instigation.

It is now known that at least three C-46 aircraft of the parent
company, Service Airways, have been transferred to-lMexican registry
under the alleged ownership of a Mexican airline, Proveedora Mundial,
(Two of these aircraft were tamporarily registered in Panama after their
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US registrations wore cancelled, but they have never been reported
to be operating out of Panama.) Very little is yet knowm of the
corporate structure and ownership of Proveedora Mundial, or of

its actual operations, but it is likely that this organization

is serving as a front for Service Alrwvays® ilegal activities in -
Latin-America end that Mexico has repleced Panama as the Western
Hemisphere base of clandestine operations,

Deapite the fact that the UK, 4n recognition of the unguit-
ability of sent British trensport aireraft, (see Transportation
Group Weekly, 27 J’ulys has purchased Canadian four-engine, DC—dlitg,
they-are now exorting pressure on at least two of the Dominions
to use ‘ritishemanufactured cormercisl transports-in lieu of more
efficient US types. At a recont UK-Australin-New Zealand Air
Transport Conference in Wellington, for example, it was decided,
&l British insistance, to go ashead with the purchase of Solent
flying boats for Tasman Empire Alruways » although Australia and
New Zealand would have preferred US pressurized land planes, and

the company is already using American DC-4s on a charter basis.

4 1 3 pf L ONE. cot,s 1A : WQ ; z

Gogg%@ntionmlled girlines, China National Aviation Corporation
CilAC) and Central Air Transport Corporation (CATC), to refuse

future passenger reservations and to introduce radical cuts in service.
Costs inereased 800% between February and July 1948. The present
fare, from Shanghai to Nanking (166 airline-miles), on the other hand,’
ig only the equivalent of $1.74 U.S. Although commnicaetion botween
the Capital and outlying parts of China is particularly dépendent
upon the alr network, and air lift support for the Hationalist Arngyr
is a function of the cormercial airlines » the astronomical inflstion

has mede 1t almost impossille for the air lines to cover even the
currency outlay for their gasoline supplies.

1 a F h-manufact sport aircraft
ed the an_Govw, ent by a semi-official French
agency (0ffice Franceis d'Exportation de Materiel Aeronautique) in
return for Bulgarian tobacco and Egyptian pounds., While the air-
craft are not outright military types, the US has made representations
in Paris, and the matter has therefore created some embarrasement to
the French Government,

e
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. Finding itpolf at last in an international conference which it
¢an_dominate, the USSR, with eyident relish, is proceedins to over=-
ride the Western powers roughshod at the current Damube Conference
in Belesrade. The prime USSR objective 13 obviocusly to demonstrate to .
the vorld the impotence of the US, UK ard France in the face of the
impregnable Soviet position at the mouth of the Damube and within the
lover riparian states. In pursuanse of Soviet poliey the Chief of the
Soviet Delegation, Vishinsky, has gone out of his way to place tho
Western delegations in an undignified light. Almost imnediately aftar .
the Conference opening, Vishinsky succeeded in excluding English, the i
lwﬁ_g{ wo out of four sponsoring nations (US, UK, France, USSR),

use. then proceeded to introduce a Soviet draft for a new
Darmibe Convention which would not only bar the Western powers from
any participation in Damube control, but would &ven repudiate all
: financial obligations of the pre-war Danube Commigsion.

The USSR is in a position to shut off debate in the Danube
Conference, thus preventing any real discussion of the expected US
, or other Western proposals, and can move to the expeditious adoption
- of 1ts Convention. If it does this, the Western powers may be
forced to withdraw from the Conference, and after declaring the new
Convention'to be illegal, consider the eatablishment of a separate
new regime to control the upper reaches of the Damube. A possible,
but relatively ineffectual further move would be the submission of
thé issue to the International Court of -Justice in ordar to apply
the stigma of illegelity egainst the new Soviet Danube Commission,

The best chance for a Damubs arrangement wvhich in some measure
satisfies the US point of view probably lies in an attempt to drag
+ out the Conference until the problem can be integrated into East-~West
negotiations for an over-all Buropean settlement if such broad
digcussions materialize. There are, howevar, no indications yet
that the USSR would be willing to permit any delay in the ettainment
of its obvious objectives in the Belgrade Conference.

Deteriovation of transportation continues in China. In addition
to contending with disruption of rail traffic and destruction of roads,
the Nationalist Government now faces further deteroration of river

shipplng, which provide easential supply lines to the interior. Faced
with runawey inflaetion, fuel shorteges and the lack of necessary
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equipinent, twenty-five compaﬁdes in the Foochow aves have
diacontinued operations and others are mvoﬂcted to Follow
shortly.

¥hile nmany of the companies that arz being Dwresd oub of
busineas are probably marginal operstors chere ig Liitle doubt
E that present conditions also imnose severe handlcars on the

- major operators such as tha China Merchanta Steam Navigation
Company, the prineipal Chinese flag operator. "

While the danger of cellapse in Chinese shipping la not &
new development 1t is occuring ab a particidsrly uciortunate
time from the US point of view, Prospecis that the Chinese
Geverrment will 1ift the ban on US-fleg operatiore in Chinese
inland waters heve recently improved. Now, however it iz
l.l'ely that Chinese shipping intersstis, bitterl,y oupoging
the expected Government move, will stoutly maintein that Chinese
shipping, under present emergency conditions, cainnot possibly
mithatand the loss of business to Amsriecan shipping interests
which would resuld from the arrival of US compe it*onp

' : Many vedsels sunk off the Germgn coast have been raiged
by the British and, with the approval of the bizeonsl Jolnt
Export-Import Agency, toved to the UK for dlsmantling apd sele
€] Scrap. - |

The serapping of vessels thet might be recondifiioned for
| use in building up the German coastsal fleat runa counter te the
| plaﬁs'agreed upen by both the US and the UK for a Bizonul flaet
cf 400,000 tona by 1951, and tha US has hh@refore swpressed dis-
satisfacticn ﬂith the Britieh asetion. .
|
|

The British nssert that a US/HK agrecﬁent in ipril 1947
pormits this disposition of all vessels sunk within thae five milw
1imit of their zome, Tt is probable that the Briil fsh will 4n the .
end acceds to US pressure and stop this diversion of essets from
the Germon €conoOMy.
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